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Honorable van Rostenkowski

Chairman

Comnittee on Ways and Means

1102 Longworth House Office Building
Washington, D. C. 20515-6348

Dear r. Chairman:

On march 9, 1988, Actin
submitted to the House a
Year 1989. Section 601 o
Internal Revenue Code to
Department of Defense per
and Central Intelligence

In introducing the Intelligence Authorization Act for Fisc

(H.K. 4387, ordered reported by the Permanent Select Con
on April 14), I did not include this provision, which m
within the jurisdiction of the Committee on Ways and
however,
deserves consideration by your Committee.
Central Intelligence to communicate directly

Means.

a copy of the provision and
Central Intelligence.

LOUIS STOKES
Chairman

Enclosures

cc: Director of Central In

| 88-1988X

Rec'd in ER 13 May '88
1730 hours

RoOM H-405 US. Caritoy
(202) 225-4121

TMOMAS & LATIMER. STAFF DIRECTOR
MICHAEL J O'NEIL. CHIEF COUNSEL
THOMAS R SMEETON. ASSOCIATE COUNSEL

ad

that this proposed change to the Code is a reasonabl

g Director of Central Intelligence Robert M. Gates
proposed Intelligence Authorization Act for Fiscal

t that proposal would amend Section 912 of the
provide tax treatment on allowances for certain
sonnel comparable to that provided to Foreign Service
Agency employees for similar allowances.

al Year 1989
mittee on Intelligence
ore properly lies
1 believe,
e one and that it
I have urged the Director of

with you concerning this proposal
and will be happy to appear in support of it before the Committee.

I enclose

an explanation provided by the acting Director of
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"(2) The terr 'fcreign intelligence collecticn ectivities'

reans the ccollection ¢f feoreign intelligence cor

counterintelligence infermaticn, and releted suppcert

activities, bv a compcnent cf the Departrent of Defense.
"(3) The term 'intelligence activities' means --

"(#) the collecticon cf fereign intelligence cor
ccunterintelligence infermation;

"(F) the conduct cf counterintelligence cperaticns;
"(C) the ccnduct cf cecvert acticn;
"(I) suvppert activities; and

"(E) anv other intelligence cr intelligence-reletec
activity cf the Upitec¢ Statecs."

(E)(1) Except es prcvicdec¢ bv peregreph (2), subchapter 11
of crapter 21 cf title 1C, Uniec ftates Code, as eddec tv
cubsectiern (a), shell take effect &t the end cf the ¢C-dev
pericé beginning cn the cdete of the enactrent cf thiec act.

\
(2) Secticn 436(e) cof such title (relating tc regulaticns)
cshell tave e€ffect cn the dete cf enactment of this Act.

TITLE VI - KS&/LIA
PERSONNEL AUTECRITIES IMPRCVEMERNTE

NSA/I'14 Emplovee Tex Ecualizaticn

SEC. 6G1. Section €12 (1) cf chapter l'cf title 2€¢, Unitec

States Code, is amendecd bv striking the '"‘cr' in perasgraph (C)
ané inserting at the end therecf the follcwing new paragraphs:

"(E) ‘subcecticn () cof secticn € of the Keticnal
Securitv Agencv Act cf 1959, as emended (50 U.S.C. 8402
note) , whenever the allcwsnce wvoulc be excluded from gross

income under paragraphs (1)(A) cr (1)(E) of this section, cr

"(F) subsecticn 1605 (&) cf title 1C, United States
Code, whenever the allowance woulc be excluded from gross
income under paragraph 1(A) of this sectien.'.
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TITLE VI
NEA/LIA
PERSONNEL AUTKORITIES 1MPRCVEMEETS

Secticr €C1 would emenc secticn €12(e) of the Internel
Revenue Ccce of 1954 to grent tax treetment cf ellcwances
currently previded to certeirn Lepertrent cf Lefense (DcD)
persconnel under cecticn 9(b)(1) cof the Naticnal Securitv Agencv
Act cf 1635¢ znd cection 1€CS cf title 10, Unitec States Ccac,

comparable with that provided to Foreigr. Service enplovees for
sirilar allcwances.

The Intelligence Authorizaticn Act of 1982 (Public Lew
©7-8%) amended the National Security Agencv Act of 1950 ta
allew the Lirectcr of the Ieticnal Securitv Agencv to provicde
allowances end benefite to cetein civilian erplcvees of Del
vhiclh were ccrpareble te those pPrcvided tc the Cepartrent of
stete's Fereign Service and te erplovees of the Central
Intelliperce fgencv. During the irplerenteticn cof this
statute, it was disccvered that comparability cof the alloweances
cculd net be achieved unless the tax exerpticn previded for
Foreign Service and CIA erplovees under sectiorn €12(1) (A) and
(B) of the Internsl Pevenue Code wes alsc available fer

civilians erpleoved and assigned teo the Neticnal Security Agencv.

The Intelligence Authorizatien Lct for Fiscal Year 1984
(Futlic Law €6-215) amerded title 1C, United Statec Code,
Prcvicde certzin allovances and benefits
tc Defense Attaché Cffices and Defense 1
(L'I2) Lieiscen Cffices cverseac copo
the Secretarv of State to officers

to
tc perscnnel ecssignecd
ntelligence Agencv
Farable te thcse Previded bv
and emplcovees of the Fereign
, €ign Service Act
cf 198C and the provisicns of 5 U.S8.C. §5924 (4). Although
secticn 16Ct was designed to establish ecuivalence between
DAG/DIALO civiliens end Foreign Service personnel with respect
tc cenv allcvances and benefits, the ectual value of the
allowances.and benefits to LAO

Foreign Service Act are tax-free
Internal Revenue Code wvhile

are not exempt from taxation.
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The current inequitv in taxetion hes been cocpounded by
subsection 1232(t) cof the Tax Fefcrr Act of 1S&6 (Public Law
GC-514). This subsection provices that civilian emplovees cf
DcD stationed in Panara mav exclude frem gross inccre
allovances which are comparatle tc sllcwances excludsble under
cection S1Z(a) cf the Internal ¥Yevenue Code btv emplovees cf the
Depertment cof State stationed in Fanars. Thus, it appears theat
anv Lefense Intelligence ‘fgency cr laticnal Securitv Agencv
perscrnel stationed in Psnamez will, in future taxable vears
able to exclude froc their grese incore Fereign
Service-equivalent allowences anc tenefits grantead tc ther.

, be

As & result of the precvisicns discussed abcve, there is new
&8 situation where the tax laws treat identicel sllowances and
benefits differentlv for NSA and 1A civilian personnel
staticned cverseas, from that of Fcreign Service personnel.
Morecver, under the Tax Refcrm Act of 1986, the tax laws now
treat identical ellowances and benefits differentlv for KSA and
DI/ civilian perscnnel in Panare fror all other KS£ andé LIA
civilien personnel stationed overseezs. The adéition ¢f the
Prepcesed paregraphs (E) and (F) te secticn S12(1) cf the
Internal Revenue Code of 1554 will prcevide equeal tax treatmrent
fer identicel allcwances and benefits received bv NSA, DIA and
Foreigr Service civilian personnel staticned arocund the world.

. A}

The Congress is mindful of this problem anc has indicated &
willingness to assist. A provisicn identical to the amendment
sought here was include¢ in S. 1243, the Fiscal Year 198&/8¢
Intelligence Authorization Act as repcrtec btv the Senate Select
Cornittee on Intelligence. Curing flcor action en Julv 23,
19867, however, SSCI Chairrmen Borer was compelled to move tc
Strike the prcvision from S. 1243 on account of a
jurisdicticnal Cispute. hHe indicated, however, that the
Cengress wveuld be verv receptive tc the prcvision in the future
(Ccnpressional Reccrd, Julv 23 1¢€7, pp. € 1G591-92). Secticn

Ul 1s resubmitted te allow the Congress to proceec in the
ratter.
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